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EDITORIAL DEPARTMENT NOTE 


In the belief that papers dealing with specific applica- 
tion of accounting principles to a particular business have 
the virtue of practicality as well 1s the application to 
similar businesses, we are presentins at this time another 
paper dealing with the accounting problems of a specific 
company. ‘lhe manutacturing processes of this company 
are quite similar in type to those found in a number of 
other industries. The product made is produced largely 
by the assembly of processed or purchased parts into a 
final product and practically any one of our members 
can think of a number of companies that have a quite 
similar set-up which may vary in size or type to some 
extent. 


We feel that such information as we are able to present 
in this practical way is of far greater value to our mem- 
bership and of more worth to the field of accounting 
literature than are a number of generalized treatments of 
subjects that are all more or less familiar to us. 


Mr. L. J. Stewart, the author of this paper, is an old 
hand at the clock business. Following his graduation 
from high school, he entered the emloy of the Western 
Clock Co. at LaSalle, Illinois, in 1901 and has been en- 
gaged on various types of work for this company until 
now he is the Comptroller. His paper, therefore, is 
based directly on his own experience with this company 
and represents an intensive piece of personal experience in 
the growth of control methods within a single organiza- 
tion. Mr. Stewart has been active in the operation of 
our Rockford Chapter ever since its formation two 
years ago, and it was at a plant visitation of this chapter 
to the Western Clock Co. in October of last year that 
Mr. Stewart delivered this paper. He is a member of 
the Illinois Manufacturers’ Cost Association, the So- 
ciety of Industrial Engineers and the American Manage- 
—_— > in addition to his affiliation with the 
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ACCOUNTING METHODS IN A CLOCK COMPANY 


(y of the predominating features which all of us are striving 

for in our accounting plans, is the organization of a founda- 
tion and structure which will result in the most economical and 
scientific performance of office duties with the attainment of the 
utmost benefit from the use of the work so performed. With 
this viewpoint in mind it is possible to lay down some basic facts 
that may guide in the successful attainment of the desired result, 
at least from the industrial viewpoint. Much space and time has 
been devoted to the study and elaboration of scientific manage- 
ment in the factory since Frederick W. Taylor, the pioneer of 
modern ideas and principles on this matter, first gave his ideas 
to the industrial world about 1880. Odd as it may seem, the 
office as a whole, which in most modern and successful concerns 
is considered as being management’s greatest and most indis- 
pensible tool for the purpose of control, has not kept pace with 
the scientific progress made in factory management by the more 
up to date plants. Several causes are responsible for this con- 
dition which a brief review of the history of office management, 
may make more apparent. The question of record keeping can 
of course be traced back to the stone age. The question of in- 
dustrial organization is very apparent in the many engineering 
and architectural feats performed by the early Egyptians. Who 
can question the fact that in early days when none of the present 
day ideas of the mechanical age were even born, that organization 
was not at times elaborately planned? It is at once apparent that 
a wonderful system of coordination and control must have existed 
in order to perform the task of building the great Sphinx at 
Geza with a man’s head, the recumbent body of a lion and a small 
temple against the breast between the forepaws. It is true that 
probably no thought was given to office work in those days, but 
the fact that is common to both is that of organization. Can any 
of us imagine the deep thought and planning which was neces- 
sary to provide for quarrying and hewing the stone that was used 
to build the Sphinx? Can anyone conceive the immense prob- 
lem which confronted these people in arranging to transport this 
stone across the River Nile and place it in its proper position. 
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This and many other feats, which still command the awe of our 
modern civilization, were accomplished without present day mod- 
ern machinery. This may appear to have no bearing upon office 
work, but the comparison I wish to draw is that whether it be a 
small or giant engineering undertaking, or the organization of 
an office, a definite and scientific attack upon the problem will 
result in success. 

Many, who are present, are familiar with the crude establish- 
ment of days gone by, which, in its miniature way, served as an 
office. The force was usually made up of a file clerk, a stenog- 
rapher and a bookkeeper whose records were comprised of 
scarcely more than the day book, journal, cash book and ledger. 
Such was the general idea of office personnel about 1880 when 
Taylor, the father of scientific management, commenced to give 
his ideas to his fellowmen who were interested in broadening 
their field of activities in the industrial world. About this time 
the United States Census Bureau reported one hundred and sev- 
enty-two thousand clerical workers in the country. The census 
of eighteen-ninety showed slightly over eight hundred thousand 
clerical workers, an increase of between four and five hundred 
per cent. Never, since this period, has the percentage of increase 
of one decade over the previous one, been as great. The recent 
1930 census has not been released by classification as yet, but in 
1929 there were over three million clerical workers in our coun- 
try. Thus, it can be seen what has happened in the last half 
century, to tax the minds of industry concerning office manage- 
ment. 

There are four main causes for this enormous increase in office 
work and workers. These can be enumerated briefly as follows: 

First—The necessity of information with which to promote and 
control scientific shop management. With the passing of the shop 
foreman who was his own employment manager, disciplinarian, 
methods man, rate setter, etc., the question of functional control 
or supervision came into existence. This necessitated facts which 
could only be secured and retained by clerical effort. 

Second—The determination of the so-called successful men of 
industry, to branch out and extend beyond the stage where the 
size of the institution was limited by the capacity of its leader’s 
power of being able to remember facts. Broader expansion re- 
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quired other means of securing and retaining this valuable infor- 
mation. The answer to this was larger volume and accuracy of 
clerical records. 

Third—Together with this expansion of business projects, came 
the pooling of capital and later the question of competition. Of 
all the causes for increased office help, this is the most pro- 
nounced. What one of us here today has not been forced, more 
or less by the keen lash of competition, to extend ourselves to the 
utmost and demand cost accounting and office records for control 
purposes rather than for historical data. The present day pur- 
pose of maintaining an office is to furnish us with information-and 
facts which will permit of maximum production, sales and profits 
at minimum costs. Even our statisticians and business econo- 
mists who deal with historical facts do so for the sole purpose of 
enabling their companies to prepare accurate forecasts of the 
future, and thus prophesy for the future on the basis of past 
history, together with what other economic data is obtainable. 

Fourth—The passing by the United States Government of the 
Federal Income Tax Law. The certain definite requirements 
which are demanded by this law, forced business and accountants 
who were slow to abandon the old methods of bookkeeping to 
elaborate upon their accounting systems and make provision for 
the accumulation of facts regarding the business, which had 
hitherto been ignored in many cases. Competition and modern 
business progress, however, are so keen that the viewpoint of 
accounting for profit and accounting for tax purposes, as re- 
stricted by the government, is developing many widely varied 
viewpoints. In some branches of business, such as railroads, 
insurance companies and public utilities, the method of account- 
ing is specified by the government. It is not necessary to dwell 
upon this as we are all familiar with it. 

This leads up to the explanation of why so many offices are not 
at all in keeping with the efficient production, engineering and 
maintenance branches of their company. As the thought of 
scientific management, mass production, quantity distribution and 
the like, were being concentrated upon, the question of clerical 
work was accepted as a necessity. Each time additional records 
or information were needed, the clerical force was increased to 
take care of the new job. The method of obtaining this informa- 
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tion was worked out as quickly as possible without much thought 
being given to simplicity, economy or the proper placing of re- 
sponsibility. This has resulted in making the accounting methods 
and the offices of an alarming percentage of industrial companies 
of today similar in arrangement to the old patch quilt. With the 
country employing over three million people as office help and 
using twenty-five million dollars worth of stationery forms per 
year to carry on their accounting systems and office work, the 
apparent lack of systemization is now the source of much inves- 
tigation and attempted reorganization. I do not mean to infer 
that office management and systemization are something new, for 
it was commenced by the more active concerns and business minds 
in the closing years of the nineteenth century. In nineteen hun- 
dred A. W. Shaw printed a periodical publication on the matter, 
and others, sensing the enormous amount of money being ex- 
pended on this class of work, turned their efforts to the inventing 
of machinery to accomplish the task. This of course brought 
about another condition of chaos in some concerns. Modern office 
mechanical appliances are expensive articles and depreciate quite 
rapidly. Many bought these but found that to keep them busy 
it was necessary to establish a machine department through which 
all work had to pass to be run on these machines. This resulted 
in a different arrangement of office work tending toward quanti- 
tative production and specialization. It is toward this goal of sim- 
plification and standardization of accounting methods that our 
company has aimed. The first move was in 1892 when the man- 
agement decided to adopt the thirteen month calendar. No elabo- 
rate office mechanical appliances, tabulating machines and the like 
were available in those days. Neither were the more modern 
tools of budgets, standard cost, etc., then known. Our manage- 
ment, however, used the various statements made in those days to 
the limit and built up their control and knowledge of the weak- 
nesses that existed by comparison with previous statements. There 
was always the ever-annoying fact that in all cases the difference 
in the number of days in the regular calendar month had to be 
taken into consideration. Hence, the adoption by us of the thir- 
teen month calendar which was our first step toward standardiza- 
tion of office work. We now build our entire accounting pro- 
cedure, which is divided into thirteen periods a year, upon our 
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budget and standard cost programs. I will state as briefly as 
possible how we operate our control through our accounting. 
The first step in the preparation of our program for the en- 
suing year is the building up of our budget. The Sales Depart- 
ment prepares a complete estimate by quarters, of the quantity 
of each clock model they expect to sell during the ensuing year. 
This report is turned over to the Comptroller’s office where it is 
checked against information and statistics which are compiled by 
our Market and Sales Research Department. This is a compara- 
tively new department which devotes all its time to the study and 
compilation of statistics, and to research on marketing and sales 
problems. Any difference of opinion, with the reasons therefore, 
are taken up with the Sales Department and the final figures 
established. This sales estimate is then used as the basis for 
planning our production budget and operating activities. Produc- 
tion schedules are made and the estimate or budget of labor and 
material set up for the ensuing year. This is an easy matter, as 
we operate a standard cost system and the setting of our labor 
budget merely requires the multiplication of the quantity of each 
model by the standard labor hours for it. To this is added an 
amount for variation from standards. This variation figure is 
based upon actual experience in the case of each model under con- 
sideration, The departmental overhead labor such as foremen and 
assistants, press setters and the like is also determined. The esti- 
mate of material required is made up in the same manner. From 
this we make our purchases and inventories estimate for the new 
year. Likewise schedules for maintenance and repairs are estab- 
lished and appropriations secured for new equipment, plant ad- 
ditions, major replacements and the like. Appropriations are 
made for the proposed advertising programs and for experimental 
and development work. All repairs are itemized by the individual 
machine during the course of the year. This information, which 
is available by departments, is thoroughly analyzed and checked 
against the foreman’s proposed budget for the ensuing year. Any 
differences of opinion are taken up directly with the foreman and 
his superior, and the final estimate of maintenance and repairs 
established. These estimates which carry the figures thereon, ac- 
cording to the class of equipment, are then recapped for the total 
maintenance charge. The same procedure is followed out on all 
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other expenses such as small tools and supplies. Building repairs 
and all general repairs and expenses, which are not departmental 
equipment, are estimated or budgeted by our Maintenance En- 
gineer in conjunction with the Budget Department. The same 
holds true regarding the purchasing of new machinery and equip- 
ment, the building of new buildings and the performance of major 
repairs or replacements. The foremen of each division, in con- 
junction with their superiors, submit a detailed statement of all 
new equipment which is desired or needed by them. If approved 
by their superior, these are made up in the form of a request-for- 
appropriations and submitted to the Board for approval. Upon the 
granting of the appropriations, they are turned over to the Budget 
Department to follow up during the course of the year. No un- 
used appropriation can be carried forward to apply on a succeed- 
ing year. The appropriation for each year must be complete with- 
in itself. During the year each expenditure of one hundred dol- 
lars or over, must first be submitted to the Budget Committee for 
approval. Unless it is properly approved by this committee, it 
cannot be made. Our budgeting program is complete, including 
all departmental and other overhead costs. Advertising expendi- 
tures are planned for the year and must be covered by an appro- 
priation approved by the Board. All this procedure is of course 
audited and reported upon each month with a system of depart- 
mental budget reports and recapitulations. Special analysis and 
reports are also made up. 

Our Industrial Research Department plays a big part in our 
control system. We have on file in this ‘department statistics 
showing the number of each kind of machine and employee re- 
quired to make a given number of units of each particular clock. 
This department is consulted before any new machinery is pur- 
chased and they conduct a complete analysis to determine its 
worth to the company and its effect upon production. This divi- 
sion also compiles estimates on new models and specialty jobs for 
the purpose of quoting sales prices and controlling cost. They 
keep a constant check upon our standards. 

Our Purchasing and Store Department work very closely to- 
gether. Maximum and minimum quantities are set, depending 
upon the quantity needed for the year’s production, and this 
schedule is strictly adhered to by both departments. Raw ma- 
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terials are contracted for in the most economical way possible 
by the Purchasing Department, which keeps in touch with the 
price trends at all times. 

Our Accounts Payable Division works in very close conjunc- 
tion with the Purchasing. While we take advantage of absolutely 
every discount offered, we do not operate a Voucher System but 
maintain a ledger by the bookkeeping machine method. Receiving 
tickets are made up by the Accounts Payable Division from the 
invoices covering all purchases. One copy of this ticket goes to 
the Purchasing Department for their records, one copy goes to 
the Stores Department for receiving purposes and one copy is 
attached to the invoice. This gives us a very close contact be- 
tween our Accounts Payable and Receiving Department. 

The Property Division maintains a very complete record of all 
our property at all times. A detailed record is maintained on all 
items of property for accounting, insurance and tax purposes. We 
are now in the midst of transferring our inventory card records on 
each machine, tool, etc. to the tabulating card method. Under 
this method we can use mechanical means to secure, in a few 
minutes, the total investment required for any model, any opera- 
tion or any grouping of property desired. 

We feel that we have a very complete cost method. I will sub- 
mit a brief resumé of our system to show how our accounting 
methods coordinate with the actual work performed throughout 
the factory. 

We operate a standard cost system and, accordingly, in account- 
ing for our manufactured product, we make all credits to our 
“Work-in-Process” account on the basis of these standard costs. 

Our Time Study Department sets the standard hours and labor 
rates for all operations in our factory. These rates are the stand- 
ards used in gauging the efficiency of the individual operator and 
the department as a whole and are the basis for distributions, as 
mentioned above. A copy of these rates are forwarded to the 
Cost Department and Timekeeping Department, where they are 
placed on file and used for these purposes. 

The Planning Department, working in conjunction with the 
foremen, order out the work for the various operations to be per- 
formed in each department. As the majority of our operations 
are established and repeat themselves day after day, we use ad- 
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dressograph equipment to head up all job tickets and time checks 
used in routing the work through our plant. The same addresso- 
graph plate is used to head up both the job tickets and time 
checks. This eliminates confusion, as it assures identical infor- 
mation on both forms. Our Planning Department maintains a 
supply of job tickets, which are headed up in advance, for each 
operation. Our Timekeeping Department maintains in each of 
its stations, a supply of time checks which are headed up in ad- 
vance for each operation that passes through the station. 

Our inventories are handled by two departments. They are 
called our Stores Department and our Stock Department. Our 
Stores Department has charge of the handling of and is respon- 
sible for all raw materials, factory supplies and other miscel- 
laneous items. It is divided, for convenience, into minor sub- 
stores which are all under the general storeskeeper. Our Stock 
Department has charge of all parts and sub-assemblies in process. 
Neither our Stores nor Stock Department carry any values on 
their inventory records but are responsible for the physical cus- 
tody and accuracy of their respective stocks. The inventories 
branch of our Accounting Department carries price cards on all 
items and have their ledgers divided into major accounts for con- 
trol purposes... They handle values only, maintaining no record 
as to quantities. These accounts are so arranged that they tie in 
with the records of the physical Inventories Department. We 
charge our inventories at actual cost and credit them at standard 
cost for all raw-materials and process-parts. Withdrawals of 
supplies and the like are credited at actual cost. The variations 
between actual and standard costs are reflected in the variation 
accounts maintained for them. 

Our Timekeeping Department uses a clock system for record- 
ing the employees total “IN and OUT” time for each pay. These 
clocks are located either in or adjacent to the department so that 
no unnecessary time is lost by the operator in getting to his bench 
or machine after stamping. The ringing of this clock calls all 
tardy operators to the attention of the foremen. When an oper- 
ator is habitually tardy, the foreman takes action on the case. 

An absent report is made out by the foremen on their absentees 
each morning and noon, a copy of which is sent to the factory Su- 
perintendent and the Medical Department. The Medical Depart- 
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ment follows up all absentees, for which no reasons are given. All 
employees who are absent on account of sickness are also com- 
pelled to report to the Medical Department before starting work. 

The Timekeeping Department compiles an absent report each 
day which is a recap of the absentees in all departments. It also 
shows the number of employees who were tardy and the number 
entering and leaving our employ. Through this method and a 
very active safety-first program we have been able to hold our 
amount of lost time to a minimum. 

We use another time clock system for recording the time on 
the job. This system divides the hour into ten periods of six min- 
utes each. When starting a job the operator reports to the Time- 
keeper, presenting a job ticket authorizing the operation. The 
Timekeeper stamps the operator IN on a time check, which cor- 
responds with the job ticket, and places it in the active rack. 
Each change of job is recorded in a like manner. Idle operator 
checks are stamped for idle operators and the reason for idleness 
is noted thereon. Idle machine checks are also stamped in our 
machine departments. A recapitulation of idleness is forwarded 
to the Planning Department and Factory Superintendent. 

It will be advantageous at this point to describe and trace the 
forms which control the movement of this work through our plant. 

We have two types of job tickets. One provides for the deliv- 
ery of raw stock to be processed and the other provides for the 
completion of semi-processed stock. I will use the first ticket as 
an illustration. 

This job ticket, which is composed of two stubs termed “A” 
and “B”, is issued by our Planning Department and forwarded to 
our Stores Department. The Stores, upon making the delivery, 
records on both stubs, the vendor’s name and shipment, together 
with the pounds delivered. These stubs are separated, stub “A” 
being forwarded to the Stores Department’s record clerks and 
stub “B” accompanying the material to the processing department. 
This latter stub is presented to the Timekeeper as the operator’s 
authority for starting on a job and stays in the Processing De- 
partment until the job is finished. When the work is completed, 
this stub accompanies it to the Weighing Division of the Stock 
Department, where the parts are checked. It serves as a posting 
medium for the stock records and supplies the Timekeeper with 
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the quantity of parts completed for which he is to figure com- 
pensation. When the Stock Department has finished with it, they 
forward it to the Cost Department where it is used to audit the 
parts for which the company has paid. This completes the use 
to which stub “B” is put. We have a system of following a lot 
through all operations until it is completed. This method enables 
good stock control as we are at all times aware of the exact num- 
ber of lots ahead of each operation. The lot identification, how- 
ever, is discarded after the parts are finished. 

After the delivery, covered by stub “A”, is recorded in the 
Stores records, this stub is forwarded to the Inventories Division 
of the Accounting Department. There it is priced at the stand- 
ard cost and charged to the “Work-in-Process” account through 
the medium of the stores distribution. Each month the total of 
the stores distribution cards is credited to the accounts in the 
stores control ledger. This control ledger is made up of major 
control accounts such as sheet brass, brass rod, and the like. As 
explained before, the detail regarding size, gauge and physical 
quantity is carried in the records of the physical Stores Depart- 
ment. 

The time check which we use is a dual check, providing for the 
recording of the necessary information by hand and for the punch- 
ing of this information for tabulating machine use. These time 
checks, after they are headed up by the addressograph, are gang 
punched to correspond with this heading. Then they are placed 
on file in their respective timekeeping statjons to be used for re- 
porting the time on the job. Both the actual and standard time 
and labor are figured by the Timekeepers. In making these fig- 
urings, any jobs exceeding the standard or expected figure, are 
stamped “excess time” and are referred to the foremen for inves- 
tigation and explanation. 

These time checks are then sent to the Cost Department where 
the usual procedure of auditing, punching and proving takes place. 
The daily proofs which are run on the tabulator are made to serve 
a double purpose, as the time checks are first sorted by functional 
control before they are run. A(fter this list is proven, the total of 
each functional account represented thereon, is posted to a distri- 
bution book. In this way we have our distribution current at all 
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times and eliminate this phase of effort from our peak load at the 
close of the month. 

We compile a time sheet for every employee in our production 
departments. The time sheet is made up by sorting and running 
the time checks through the tabulator. We itemize thereon, the 
number of parts, the class of pay, the number of hours required 
and the amount paid for every lot and operation on which the 
operator worked. The closing of our pay consists of recapping 
the total amount of each class of compensation in the space pro- 
vided at the bottom of the time-sheet. The total hours on these 
time sheets are checked with the employee’s “IN and OUT” cards 
to see that absolutely all time is accounted for. 

The time sheets are then turned over to the Paymaster who 
makes the deductions for income and pension, etc., and makes 
out the pay check to correspond. The day prior to pay-day the 
time sheets are given to the operators who then have an oppor- 
tunity to scrutinize them and enter any complaints they feel are 
justified. These time sheets are signed by the operator and pre- 
sented to the Pay-master as identificaation on pay-day, after which 
they are turned over to our Rate Department for follow-up pur- 
poses. 

The success of our system is demonstrated by the fact that in 
the last ten pays, we had only three justified complaints. 

Departmental efficiency reports are made up by the Cost De- 
partment. The data for these is secured from the time checks 
with the aid of the tabulator. These reports analyze the depart- 
mental efficiency, in detail. Items of variation, requiring attention, 
are especially noted thereon. They furnish the analysis and are 
the basis of checking departmental performance. They are used 
by the Comptroller, Works Manager, Superintendent and Fore- 
men. 

Complete operation cost cards are posted from the time checks 
by the tabulating machine once each month. They show the quan- 
tity of parts each operator completed on each operation, together 
with the actual time and labor consumed, as compared with the 
standard time and labor. These cards reveal the condition of 
each operation. 

The basis for compiling our credits to the “Work-in-Process” 
account is secured by multiplying the quantities of our assembling 
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production by our standard costs. The difference between actual 
and standard costs are revealed in departmental variation accounts. 

We have a very elaborate overhead cost system which works in 
with our budget program, but which would require too lengthy a 
description to explain at this time. We also maintain a separate 
cost system which we feel is very effective for our Printing De- 
partment. This department turns out approximately two hundred 
thousand dollars worth of work per year and is self-sustaining. 

Our Accounts Receivable Department, which operates its ledgers 
by the bookkeeping machine method, is tied up very closely with 
our Credit Department, and our loss due to bad debts is surpris- 
ingly small. 

Time will not permit the further detailing of our accounting 
procedure. I have only been able to state generally the things 
which we do, without any explanation of how we do them. While 
our General Accounting Division has their books closed, and all 
statements are completed within a week after closing, we still feel 
that there is room for improvement and are constantly striving to 
better what we now have in operation. 
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